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In New Jersey (A3 negative), school districts are bound by a cap limiting annual property
tax increases to 2%. In March, the Board of Education announced it had a $6 million budget
gap compared with a tax increase capacity of less than $500,000 and an available operating
fund balance of just under $305,000 and would need to approach voters in November to
override the cap for additional funds. In the meantime, the district would need to lay off
approximately 40% of the teaching staff and increase class size by 50%. The gift will forestall
the drastic actions and could prevent them entirely if voters approve a sufficient tax cap
override, which appears likely even under current conditions.
Although $500,000 is material to the district, it is a very modest figure for the borough. As
of the most recent audit (2018), the borough had current fund revenue of $29.7 million,
meaning the gift is equivalent to only 1.7%. In addition, the borough has sound reserves
of $9.8 million, or 33.1% of Current Fund revenues (see Exhibit). While the coronavirus
pandemic will have a deleterious, though still indeterminate, effect on the borough's
finances, 77.4% of borough revenue comes from property taxes. A decline in property tax
revenue lags an economic downturn, providing a degree of stability.
Exhibit 1

Edgewater benefits from healthy reserves
Adjusted fund balance (left axis)

Adjusted fund balance as % of revenue (right axis)
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On April 22, the Borough of Edgewater, New Jersey (Aa2) announced plans to provide
its embattled school district with a $500,000 gift. While the funding is not enough to
completely offset the district's financial woes, it buys the district time to appeal to voters
for additional funds in November. The gift also staves off drastic cuts at the schools and
signifies the borough's appreciation for the importance of a strong educational system, both
credit positive for the school district. The borough's finances are strong enough that the gift
is unlikely to have a material negative impact on its financial profile.
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Legally, the borough is a completely separate entity from the school district with no responsibility to do anything other than serve as
tax collector. Favorably for the school district, however, the borough recognized the close connection between well-performing schools
and economic growth and decided to take action. The borough derived the $500,000 figure in consultation with the state-appointed
monitor responsible for helping the district improve its finances. While the funds are insufficient to close the district's budget gap, the
district and borough estimate the money will prevent layoffs until January 31, several months after it hopes to have voter approval for
the extra funds.
Although it is unusual for a New Jersey school district to get into financial distress, there is precedent for a municipality to come to the
rescue. Jersey City (Aa3 stable) passed a payroll tax and agreed to provide its school district with money found in an audit of abatement
agreements when the state cut the district's aid allotment. In 2016, Ridgefield Park Village (Aa3) agreed to transfer school district tax
revenue ahead of schedule, effectively advancing money to its distressed school district. There are also innumerable anecdotes about
districts and their municipalities collaborating on projects and lending each other assistance even in less extreme circumstances. The
end result is typically credit positive for both entities.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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